ostings are absolutely essential to the efficient operation of any defense organization and an immediate effort should be undertaken in Serbian MoD to determine if the current models produce usable costing data, and if not, that effort should be discontinued immediately.
Introduction
he conduct or performing of any action or activity under the realm of defense organization business necessarily means the consumption of some kind of resources, but mainly economic resources. Furthermore, within a resource management * nikola.pekic@mod.gov.rs process, in our view, costing reflects the most essence process and provides potentially a powerful lever or tool of management over the entire defense organization, and not only defense organization rather any public or private sector as well.
Relevance of costing in defense organization
Within a defense organization, costing creates the necessary nexus and helps to understand fully relationships between interrelated and mutually conditioned processes from inputs, for given or relevant defense related plan, to outputs. Moreover, this means that costing should be embedded very deeply into the aforementioned plans and processes with the ultimate goal to support and provide as best as possible performance outcomes. In a defense organizational context this means to develop and sustain the vital defense organization and military capabilities with optimal defense resources allocations and consumption.
Further, taking into account the importance of costing and cost models as well, there is a pretty mess or better to say confusion, both in theory/literature and application/practice. This vexing situation can create a bad influence and confusion in the heads of top managers, so that there is a necessity of fully understanding the nature of a sound costing methodology and the capability to select and implement an appropriate model and supporting methodology as well.
The basic building blocks of costing are the operational measurements of consumed resources (resources include people, space, equipment, and consumables, these being the drivers of cost and levers of change). Such measurements enable managers to draw conclusions and make judgments about why (a) the organization's results turned out as they out as they did (performance evaluation), (b) what this means for the future (planning), and (c) the probable results of available course of action (analysis and alternatives) all of which comprise essential information for effective decision making. 3 Also, the application of judgment in providing good decision support for the top management of defense organization requires a clearly understanding of why and how cost information is to be used. For instance, if the goal is an improvement of operational capabilities of the Serbian Armed Forces that requires changes and developments of new strategic-doctrinal framework. In other words, appropriate nomenclature is needed to support the effective management actions, both regarding the optimization of resources consumed and optimal performance (outcomes). The inclusion of measurement of resources as an explicit stage in the costing process and cost model development has a deliberate purpose of costing interpretation and related outcomes for defense decision makers. Costing for decision support is valuable for performance improvement, i.e., value creation, "what if" analysis, and the effective and efficient application of an enterprise's resources and processes. 4 The need for decision support usually requires a deeper diagnostic insight into the causes of events (why they happened), a clear and direct connection to operations (to evaluate change options), and support to planning for desired future outcomes. The relevance of costing and the cost models in defense organizations reflects through the techniques that reveal the key information for the critical development of options in the process of defense planning and, later on, their assessment and evaluation. Using costing effectively for decision making requires understanding clear, timely cause-and-effect relationships between an output and the inputs required to produce it. 6 According to the International Good Practice Guidance for Evaluating and Improving Costing in Organizations there are six fundamental costing principles that will help organizations to evaluate and improve their approach to providing relevant and reliable managerial information, and thus according to my opinion, also could be applied within defense organizations to improve costing and defense organization management oriented to outcomes. This will enable, according to the context of aforementioned guidance, defense planers to provide a descriptive and historical view of costs and a predictive forward-looking view that together provide the basis for analysis, evaluation, planning, and decision support.
Missing professional personal profile
It is apparent that Serbian defense organization desperately needs professional defense accountants who will be capable of dealing with a broad base of capabilities in undertaking a variety of roles and missions of Serbian Armed Forces. These specific profiled professional cadres should provide and use costing information for defense resources management and support decisions made by operational Commanders as well. Moreover, professional defense accountants should have important roles to play in (a) ensuring that cost data are "fit for purpose", (b) clarifying decision requirements, and (c) deciding how best to present information and analysis. This includes considering the relevance of revenue and cost information to the range of factors and issues pertinent to a particular decision.
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In performing such roles, professional defense accountants, necessarily have to posses the professional perspectives and the individual contributions of skills of other disciplines, such as specific military knowledge and experience, operational level knowledge and managers' experience, economists, combat systems expertise, defense system analysts, all of whom provide valuable insights. The professional defense accountants who design, use, or collect cost information must work closely with many other parts of a defense organization to analyze and interpret this information for decision making. In most cases, they will need to delve below the level of detail recorded in the defense action plans and required for appropriate development of planning options. Management accounting skills should be focused on the correct modeling of financial and non-financial data to optimize a defense organization, its use of resources (and their costs), and its outputs. Also, professional defense accountants need to understand where and why data used for defense plan development sometimes could be inadequate to support manage-rial decisions, so that they can help defense organization to invest in developing an appropriate decision support model that is not impaired by the deficiencies of a system designed primarily for preparing financial statements. For example, where financial reporting standards typically focus on full cost, most decisions are marginal or incremental, and require robust information on fixed and variable costs throughout the organization. Furthermore, general ledger data is purely financial, yet the cause-and-effect relationships of operational inputs and outputs -and their cost impacts -are fundamental in identifying the actions needed to improve operational efficiency and effectiveness. Equally, professional defense accountants will inevitably involve in designing, developing, improving, and using costing models and techniques, so that as the supplier of costing information must have a continuing and close dialogue and relationship with those who prepare, analyze, and interpret cost information into inputs for defense plans, that reflect the changing needs of decision makers. Although the roles of supply of costing information and design/implementation of costing models can be separated, neither can be done well without appropriate knowledge of the other. Defense planers require advice on (a) identifying needed decisions, (b) what assumptions should apply to the inclusion/exclusion of specific costs, and (c) how costs change relative to changes in output or the quality of delivered outcomes. Moreover, professional defense accountants should undertake broader roles at a planning, plan implementation, and performance evaluation level. These roles involve delivering costing information that supports the preparation of plans and budgets, the accomplishment of strategic objectives for evaluating performance. The key principles underlying widely accepted good practice are: 1. The importance of costing to good financial management: the ability to identify, measure, interpret, and present the full costs as they relate to an organization's economic flow of goods and services, both historically and in a forward-looking context, is necessary for an informed understanding of the organizational drivers of profit and value.
2. Fitness for purpose: Cost information should be prepared in a manner appropriate to the specific context and purpose of its use, of which there are three principal applications:
-External reporting -historical and descriptive; -Performance evaluation and analysis -interpretative and diagnostic; -Planning and decision support -analytical and predictive.
3. Business model/reality driven: Cost models should be designed and maintained to reflect the cause-and-effect inter-relationships and the behavioral dynamics of the way the organization functions. The information needs of decision makers at all levels of an organization should be taken into account, by incorporating an organization's business and operational models, strategy, structure, and competitive environment.
4. Materiality/cost effectiveness: The design, implementation, and continuous improvement of costing methods, data collection, and systems should reflect a balance between the required level of accuracy and the cost of measurement (i.e., cost-benefit tradeoff), based on the competitive situation of the organization.
5. Comparability over time and methodological consistency: Cost information should be collected and analyzed systematically and in such a way as to ensure comparability over time, whether in a routine information system, or for a specific application and/or purpose.
6. Transparency and auditability: Definitions and sources of cost data, the operational and other non-financial data underpinning them, and the methods of calculating costs, should be transparent to all users and recorded and capable of review, risk analysis, and assurance.
Note, each principle independently applies; principles should not be seen as steps in a process.
Taking into account the aforementioned costing methodology and principles, the same could be supplemented by the twelve costing continuum levels presented and de- The costing maturity model aims to help professional accountants apply their judgment in determining where an organization's capability is for supporting internal managerial analysis and decisions. The model can also help an organization decide to which level it should aspire to a given organizational requirements and the decision needs of employees. As such, it is a self-assessment tool that can be used by professional accountants to discuss with colleagues their organization's current practice and to consider appropriate actions for improving performance evaluation and analysis -interpretative and diagnostic, and planning and decision support -analytical and predictive. Although, the maturity journey is represented in 12 separate levels, some organizations may find themselves in-between levels, or already at various places on the journey. The significance of this cost maturity model is to highlight that cost models and supporting systems should reflect the underlying reality of the way the organization works, as far as affordability and materiality allow, and within the context of the required business decisions. The cost maturity model can also help professional accountants to play a central role in educating users, including advising, for example, on the selection of costing methods, and cost measurement, and classification.
Cost Models
An effective costing capability is an essential defense planning tool, so that without accurate costing of discrete force units to date, Serbian defense top management are incapable of making financially-informed decisions regarding force structure options and missions as well.
Cost Model -Deployment
The purpose of this cost model is to provide the necessary cost information for decision making with respect to deployment. In the context of this model the term deployment implies any military operation abroad or in exercise context. For the cost model development it is necessary take into account following assumptions:
-Mission is Defined; -Activities have been identified; -Requirements have been identified -Concept of Operations and These cost categories and sub-categories have to be assigned to relevant aforementioned activities and objects.
Calculation procedure of costs within the cost model envisages following steps: 1. Develop and perform the appropriate calculations using tools appropriate to the scope, significance, and materiality of the costing, customized spreadsheets, costing software, or other methods as appropriate. Document the calculations. For example: spreadsheets used to gather, classify and organize data can be integrated with complimentary spreadsheets to calculate the desired results.
2. Confirm that all of the headings and data (cost objects, cost base, drivers and activity rates) were accurately entered. Add notes where needed. Confirm that the formulae are correct.
3. Calculate and test results i.e. ensure results are mathematically accurate and all formulae work as expected.
After finished calculation procedure of costs follows the procedure of results validation depicted in the following steps:
1. If practicable, reaffirm the validity of data sources, assumptions, methodology used and calculations by reconciling to financial reports, for the time period covered by the costing exercise. Document these efforts or explain why this is not practical.
2. Make efforts to reconcile the resulting cost information (in the cost objects) back to the cost base. For example: establish balancing formulas in results spreadsheets that link to original cost base spreadsheets. Document these efforts.
3. Reaffirm that the financial information used is from the appropriate and reliable sources and that no relevant sources have been overlooked. This requires consultation with information creators, maintainers, and users. Document these efforts.
4. Have an objective third party (colleague or other person with sufficient expertise) verify the mathematical accuracy of the calculations. Document these efforts.
5. Test the reasonableness of the total cost/unit cost of the cost object by conducting sensitivity analysis (what if scenarios) to determine the impact of changes in the cost parameters. Document these efforts.
6. Confirm the validity of any non-financial information such as cost drivers and assumptions with knowledgeable users of the systems or information being costed. Document these efforts.
7. Did you need to calculate a unit cost? If yes, have you collected the appropriate output/outcomes volumes from the appropriate sources? Document these efforts.
8. Consult with stakeholders (internal/external) and senior management and confirmed that the results of the costing exercise respond to the purpose statement that was defined at the outset? Document these efforts.
9. Include in the documentation the requirement or recommendation that a post stage/deployment validation of cost estimates against actual costs be conducted and that the results of these validations be used to inform the estimates and refine the cost model.
After conducted validation phase document all actions and activities related to cost model development, submit documented cost model with appropriate memorandum/description to the responsible authority for approval. Further, after all deployments, conduct Post Operation Validation of Cost Estimates -Compare actual costs to cost estimates preferably at each stage of the deployment, but in any case, following the completion of each deployment to educate future cost estimates and refine the cost estimating process/model. This would involve the comparison of actual costs to cost estimates. Such validation could/should be incorporated into each stage of the Life Cycle Process.
Cost Model -New Capability
The purpose of this cost model is to provide the necessary information for decision making with respect to the introduction of a new capability. In the context of this model, the term capability implies the ability to deliver a specific service or perform specific activities to achieve established goals. This includes doctrine, structure, personnel, equipment, education, and training.
For cost model development it is necessary to take into account the following assumptions:
-capability is defined; -activities have been identified; -planning scenarios have been identified (How will the capability be used?); -requirements have been identified -concept of operations and Calculation procedure of costs within the cost model envisages following steps: 1. Develop and perform the appropriate calculations using tools appropriate to the scope, significance, and materiality of the costing. Customized spreadsheets; costing software; or other methods as appropriate. Document the calculations.
2. Confirm that that all of the headings and data (cost objects, cost base, drivers and activity rates) were accurately entered. Add notes where needed. Confirm that the formulae are correct.
3. Calculate and test results, i.e. ensure results are mathematically accurate and all formulae work as expected.
After the finished calculation procedure of costs, there follows the procedure of results validation which has the same steps as aforementioned validation procedures in the cost model for deployment with the following phases of submitting for approval and, later on, post project validation of cost estimates where is needed to compare actual costs to cost estimates preferably at each stage of the project to educate future cost estimates and refine the cost estimating process/model.
Conclusion
The introduction of an improved costing methodology supported by cost models into the Serbian Defense Organization will optimize and offer the solution for overcoming the current deficiency in the existing system that attempts to budget policy directly without sufficient attention paid to operational planning analysis and subsequent programming. Furthermore, the current framework of Serbian defense programs is seen as financial tools, vice activities-oriented general management/de-confliction/coordination tools.
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The depicted costing methodology in this paper offers guidelines how to develop further and expand cost models to provide and ensure better linkage to the existing spending categories. Moreover, cost models in support of the existing Serbian defense planning process should include standard operating costs for major systems and equipment (through the publication of a cost catalog) and on that way have an effect on efficiency and effectiveness of resources consumption.
